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Report of Independent Registered Public Accounting Firm

The Board of Directors

Arthur Gallagher Co

We have audited the accompanying financial statements of GBS Retirement Services Inc the

Company wholly owned subsidiary of Arthur Gallagher Co which comprise the

statement of financial condition as of December 31 2012 and the related statements of income

changes in stockholders equity and cash flows for the year then ended that are filed pursuant to

Rule 7a-5 under the Securities Exchange Act of 1934 and the related notes to the financial

statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements

in confonnity with U.S generally accepted accounting principles this includes the design

implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to

fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit We

conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors

judgment including the assessment of the risks of material misstatement of the financial

statements whether due to fraud or error In making those risk assessments the auditor considers

internal control relevant to the Companys preparation and fair presentation of the financial

statements in order to design audit procedures that are appropriate in the circumstances but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we express no such opinion An audit also includes evaluating the appropriateness

of accounting policies used and the reasonableness of significant accounting estimates made by

management as well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

1302-1031627
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Opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of GBS Retirement Services Inc as of December 31 2012 and the results

of its operations and its cash flows for the year then ended in conformity with U.S generally

accepted accounting principles

Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as

whole The information contained in Schedules and II is presented for purposes of additional

analysis and is not required part of the financial statements but is supplementary information

required by Rule 7a-5 under the Securities Exchange Act of 1934 Such information is the

responsibility of management and was derived from and relates directly to the underlying

accounting and other records used to prepare the financial statements The information has been

subjected to the auditing procedures applied in the audit of the financial statements and certain

additional procedures including comparing and reconciling such information directly to the

underlying accounting and other records used to prepare the financial statements or to the

financial statements themselves and other additional procedures in accordance with auditing

standards generally accepted in the United States In our opinion the information is fairly stated

in all material respects in relation to the financial statements as whole

/OW7LLP

Chicago Illinois

February 25 2013

1302-1031627
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GBS Retirement Services Inc

Statement of Financial Condition

December 31 2012

Assets

Cash and cash equivalents

Investments at fair value

Interest receivable

Fees receivable

Accounts receivable affiliates

Deferred income tax receivable due from

Arthur Gallagher Co
Fixed assets at cost less accumulated depreciation

of $14210

Income taxes receivable from Arthur Gallagher Co

Liabilities and stockholders equity

Accounts payable affiliates

Other liabilities

Stockholders equity

Common stock $1 par value authorized issued

and outstanding 1000 shares owned by

Arthur Gallagher Co
Capital in excess of par value

Retained earnings

14440230

132918

158

660907

1489827

43866

2411

439306

17.209.623

8062603

218352

8280955

1000

795240

8132428

8928668

17.209.623

See notes to financial statements

1302- 103 1627



GBS Retirement Services Inc

Statement of Income

Year Ended December 31 2012

Revenues

Commissions 10676088

Fees 3477617

Investment income 2919

Change in unrealized gain on investments 946

Realized loss on investments 215
14157355

Expenses

Professional fees 8681163

Salaries and employee benefits 818377

Other operating expenses
2497011

Total expenses
11996551

Income before income taxes 2160804

Income tax expense

Current 962488

Deferred 27154
935334

Net income 1225470

See notes to financial statements

1302-1031627



GBS Retirement Services Inc

Statement of Changes in Stockholders Equity

Year Ended December 31 2012

Balance at January 2012

Capital contribution from

Arthur Gallagher Co
Net income

Balance at December 31 2012

See notes to financial statements

Capital in

Common Excess of Retained

Stock Par Value Earnings Total

1000 626067 6906958 7534025

169173 169173

1225470 1225470

1000 795240 8132428 8928668

1302-103 1627



GBS Retirement Services Inc

Statement of Cash Flows

Year Ended December 31 2012

Operating activities

Net income 1225470

Adjustments to reconcile net income to net cash

used in operating activities

Change in unrealized gain on investments 946

Realized loss on investments 215
Deferred income tax provision 27154

Depreciation 1700

Net cash flows from investments 21431

Change in fee receivables 129812

Change in amounts due to/from affiliates 5358089

Change in other liabilities 171505

Change in interest receivable 130

Change in income taxes receivable/payable to

Arthur Gallagher Co 460098

Net cash used in operating activities 4554186

Net decrease in cash and cash equivalents 4554186

Cash and cash equivalents at beginning of year 18994416

Cash and cash equivalents at end of year 14440230

See notes to financial statements

1302-1031627



GBS Retirement Services Inc

Notes to Financial Statements

December 31 2012

Summary of Significant Accounting Policies

Nature of Operations and Basis of Presentation

GBS Retirement Services Inc the Company was incorporated in 1993 and is wholly owned

subsidiary of Gallagher Benefit Services Inc GBS which is wholly owned subsidiary of

Arthur Gallagher Co Gallagher The Company is broker consultant and Financial

Industry Regulatory Authority FINRA registered broker-dealer The Company specializes in

providing retirement services to not-for-profit entities corporations and publicly traded entities

Approximately 40% of the Companys commission revenue was collectively received from three

insurance carriers

The Company has Marketing and Services Agreement the Agreement with NFP Securities

Inc NFP Under the terms of the Agreement employees of Gallagher that were registered

representatives of the Company are now registered representatives of NFP These representatives

have access to products materials and services offered by NFP In return the Company pays

NFP percentage of its dealer commissions recorded as reduction in commission revenues

In the preparation of the Companys financial statements as of December 31 2012 management

evaluated all material subsequent events or transactions that occurred after the balance sheet date

through February 25 2013 the date on which the financial statements were available to be

issued for potential recognition in its financial statements and/or disclosure in the notes thereto

Use of Estimates

The preparation of the financial statements in conformity with U.S generally accepted

accounting principles requires management to make estimates and assumptions that affect the

amounts reported in the financial statements and accompanying notes Such estimates and

assumptions could change in the future as more information becomes known that could impact

the amounts reported and disclosed herein

Cash and Cash Equivalents

The Company considers all highly liquid investments with maturity of three months or less

when purchased to be cash equivalents At December 31 2012 the Company had all of its cash

and cash equivalents invested at two financial institutions

1302-1031627



GBS Retirement Services Inc

Notes to Financial Statements continued

Summary of Significant Accounting Policies continued

Investments

Investments consisting of fixed-maturity U.S government agency securities and U.S

government mortgage-backed securities are recorded at fair value on recurring basis and are

classified as trading Changes in fair value on fixed maturities are included as revenue in the

statement of income Fair value is determined using independent pricing sources

Revenue Recognition

Commissions paid directly by insurance and mutual fund companies are recognized as income

when the commissions are received by the Company Fee revenues generated by the Company

represent fees earned for consulting work and other retirement projects and are recognized as

income ratably over the service period

Professional Fees

Professional fees represent expenses incurred by GBS while providing consulting and client

relationship services on behalf of the Company The cost of these services is based on an

allocation of the GBS consultants salaries bonus benefits and travel and entertainment

expenses relative to time spent performing consulting services for the Company Other

reasonable expenses incurred by GBS and allocated to the Company include amortization of

assets utilized in the generation of revenue earned by the Company

Income Taxes

The Company is included in the consolidated federal income tax return of Gallagher The

Companys income tax provision is the amount that it would have incurred on separate

company tax return basis Deferred income taxes represent the net tax effects of temporary

differences between amounts of assets and liabilities for financial reporting purposes and the

amounts used for income tax purposes All income taxes are settled through an intercompany

account with Gallagher

1302-1031627



GBS Retirement Services Inc

Notes to Financial Statements continued

Income Taxes

Significant components of the income tax expense in 2012 include the following

Federal

Current 840351

Deferred 21934
818417

State and local

Current 122137

Deferred 5220
116917

935334

At December 31 2012 the Companys net deferred income tax asset is attributable to

differences in deferred compensation unearned fees and depreciable assets During 2012 there

was no valuation allowance or change in the valuation allowance The effective tax rate is greater

than the combined statutory rate of 40% due principally to permanent differences and prior-year

adjustments The Company paid $1273060 in income taxes to Gallagher relating to 2012

There were no net unrecognized tax benefits that if recognized would affect the effective tax

rate at December 31 2012 The Company accrues interest and penalties related to unrecognized

tax benefits in its provision for income taxes At December 31 2012 the Company had no

accrued interest and penalties related to unrecognized tax benefits

The Company is included in the consolidated federal income tax return of Gallagher and is also

included in certain combined state tax returns which include other members of the Gallagher

consolidated group The Gallagher consolidated group has been audited by the Internal Revenue

Service IRS through calendar year 2008 and is currently under audit by the IRS for years 2009

and 2010 Gallaghers combined state tax returns also have number of ongoing audits

1302-1031627



GBS Retirement Services Inc

Notes to Financial Statements continued

Fair Value

The Financial Accounting Standards Board Accounting Standards Codification Topic 820 Fair

Value Measurement FASB ASC 820 defines fair value establishes framework for measuring

fair value and establishes fair value hierarchy that prioritizes the input to valuation techniques

Fair value is the price that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants at the measurement date fair value

measurement assumes that the transaction to sell the asset or transfer the liability occurs in the

principal market for the asset or liability or in the absence of principal market the most

advantageous market Valuation techniques that are consistent with the market income or cost

approach as specified by FASB ASC 820 are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value

into three broad levels

Level inputs are quoted prices unadjusted in active markets for identical assets or

liabilities the Company has the ability to access

Level inputs are inputs other than quoted prices included within Level that are

observable or the asset or liability either directly or indirectly

Level are unobservable inputs for the asset or liability and rely on managements own

assumptions about the assumptions that market participants would use in pricing the asset

or liability The unobservable inputs should be developed based on the best information

available in the circumstances and may include the Companys own data

When available the Company generally uses quoted market prices to determine fair value and

classifies such items in Level In some cases where quoted market price is not available the

Company will make use of acceptable practical expedients such as matrix pricing to estimate

fair value in which case the items are classified in Level

All of the Companys investments in U.S government agency and U.S government mortgage

backed securities with fair value of $132918 are classified as Level There were no

transfers between Levels or during the year

1302-1031627
10



GBS Retirement Services Inc

Notes to Financial Statements continued

Related-Party Transactions

Certain operating expenses are allocated directly by Gallagher to the Company based on

employee headcount salary and revenue ratios The allocated expenses are classified as salaries

and employee benefits and other operating expenses on the Companys statement of income

Expenses allocated by Gallagher to the Company in 2012 were as follows

Business insurance premiums 73586

Accounting and management services 523928

Management and employee leasing fee 1111406

1708920

Employee group insurance and various payroll tax-related items 108568

Employee group insurance and various payroll tax-related items include expenses related to

retirement plans Although the bases of allocation of the various expenses are considered

reasonable other allocation bases could produce different results

During 2012 the Company received capital
contribution from Gallagher totaling $169173

This amount represents the allocation of other costs and income from Gallagher netted against

stock option costs which will not be reimbursed

Commitments

The Company intends to continue to make periodic distributions to Gallagher while maintaining

net capital in excess of its required amount

Net Capital Requirements

Pursuant to the net capital provisions of Rule 5c3- of the Securities Exchange Act of 1934 the

Company is required to maintain minimum amount of net capital as defined under such

provisions The net capital rules may effectively restrict the payment of cash dividends Net

capital and the related net capital ratio may fluctuate on daily basis At December 31 2012 the

Company has net capital as defined under Rule 15c3-1 of $6254430 and net capital

requirement of $552064 producing an aggregate indebtedness to net capital ratio of 1.32 to

1302-1031627
11
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Schedule

GBS Retirement Services Inc

Computation of Net Capital and Aggregate

Indebtedness Under Rule 5c3-1

December 31 2012

Net capital

Stockholders equity

Less non-allowable assets

Less haircuts on securities

Net capital

Required net capital the greater of 2/3% of

aggregate indebtedness or $5000

Excess net capital

Aggregate indebtedness

Accounts payable and other liabilities

8928668

2636475

37763

6.154.430

Ratio of aggregate indebtedness to net capital
1.32

Non-allowable assets

Interest receivable

Fees receivable

Accounts receivable affiliates

Net fixed assets

Deferred income tax receivable due from Arthur Gallagher Co

Income taxes receivable from Arthur Gallagher Co

Haircuts on trading and investment securities

Exempted securities

Other securities

158

660907

1489827

2411

43866

439306

2636475

5811

31952

37763

There were no material differences between the audited computation of net capital included in

this report and the corresponding schedule included in the Companys amended unaudited

FOCUS report Part 1L4 as of December 31 2012

552064

5702366

8280955

1302-103 1627
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Schedule II

GBS Retirement Services Inc

Statement Regarding Rule 5c3-3

December 31 2012

The Company is exempt from Rule 15c3-3 of the Securities and Exchange Commission under

paragraph of that Rule

1302-1031627
13
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Supplementary Report of Independent Registered Public

Accounting Firm on Internal Control Required by SEC Rule 17a-5g1

The Board of Directors

Arthur Gallagher Co

In planning and performing our audit of the financial statements of GBS Retirement Services

Inc the Company as of and for the year ended December 31 2012 in accordance with auditing

standards generally accepted in the United States we considered its internal control over

financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control Accordingly we

do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities The study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 7a-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under Rule 17a-3a11 and for determining compliance with the exemptive provisions of

Rule 5c3-3 Because the Company does not carry securities accounts for customers or perform

custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SEC above-mentioned objectives Two of the objectives of internal control and the

practices
and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

1302-1031627
14
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unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with U.S generally accepted accounting principles Rule 7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the entitys financial statements

will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose
described in the first and

second paragraphs and was not designed to identif all deficiencies in internal control that might

be deficiencies significant deficiencies or material weaknesses We did not identify any

deficiencies in internal control and control activities for safeguarding securities that we consider

to be material weaknesses as defined above

We understand that practices
and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2012 to meet the SECs objectives

This report is intended solely
for the information and use of the Board of Directors management

the SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on

Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and is not intended to be and should not be used by anyone other than these

specified parties

rOWI.LLP

February 25 2013

1302-1031627
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